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The mam aim of this study was to determine whether there were significant 
relationship between advertising expenditure and firm performance among 46 
consumer products firms listed on the main board of the Kuala Lumpur Stock 
Exchange (KLSE) from the period of 2004 to 2008. Advertising effects on firm 
performance is measured using two constructs which are firm profitability and firm 
value by adopting Ordinary Least Squares (OLS) regression analysis. The results of 
linear regression showed that there was a positive relationship between advertising 
variable and it is statistically significant with both variables of firm performance 
which are firm profitability and firm value whereas sales variable was found only to 
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Tujuan utama kajian ini adalah untuk menentukan sama ada mempunyai kesan yang 
signifikan antara perbelanjaan pengiklanan dengan prestasi firma daripada 46 firma 
produk pengguna yang tersenarai di papan utama Bursa Malaysia bagi tahun 2004 
hingga 2008. Kesan pengiklanan terhadap prestasi firma diukur dengan 
menggunakan dua aspek iaitu keuntungan firma dan nilai firma melalui aplikasi 
analisis regresi Ordinary Least Square (OLS). Keputusan regresi linear menunjukkan 
bahawa terdapat hubungan positif dengan pembolehubah pengiklanan malah didapati 
mempunYaI signifikasi dengan kedua-dua pembolehubah bergantung iaitu 
keuntungan firma dan nilai firma. Pembolehubah pendapatan jualan hanya didapati 
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Nowadays, competition among finns has grown stiffer as every company 
seeks to achieve their main corporate goal, which is to enhance performance which 
can be translated through achieving greater sales and profit. As a result, majority of 
the companies in the current society are turning to advertising in an effort to boost 
their profits. 
1.1 An Overview of Advertising 
Advertising is a major .component of integrated marketing communication 
and it is one of the most visible and expensive marketing activities. It is also 
considered to be among the great "traditional" promotional mix strategies which 
have been established by many companies nowadays. Advertising is defined as any 
paid fonn of non-personal communication about an organization, product, or idea by 
an identified sponsor (George and Michael, 2007; p. 17). Advertising plays an 
important role in marketing communications and it is seen as an effective way of 
promotion, may it be in the services or products because consumers are bombarded 





direct mail and other mass media, in their daily. Thus, finns believe that advertising 
i advantageous in the fonn of building awareness. A successful advertisement is 
able to increase the company's perfonnance in many aspects; increased market share, 
increased sales which in tum generates higher profit, building reputable brand image 
and so on. 
According to Clow and Baack (2006), advertising represents an important 
mean by which organizations communicate with their customers, both current and 
potential. Thus, having clear objectives for advertising will aid operational decision 
making for advertising programs in effectively convey the intended message to the 
audiences. The specific objectives of an advertising campaign may adopt many 
forms such as the following (p.l51): 
• Increasing brand awareness of existing brand or create awareness of new brand; 
• Building brand image; increases customer traffic; 
• Increasing retailer or wholesaler orders; 
• Responding to inquiries from end users and channel members; 
• Providing quality infonnation. 
Objectives above were set to aim for a higher purpose in enhancing buyers' 
response and the potential to generate profitable sales in the long run. 
Since compames are investing a massive amount of money in marketing 
communication including advertising every year, therefore it is important to examine 
and analyze its impact on firms. Thus, researchers began examining the impact of 
advertising on firm performance (Anindita, Prashant and Anantha, 2008). In 
addition, there is a rising interest in quantifying the impact of marketing activities on 
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a finn's profitability and it is providing a linkage between marketing, finance and 
strategy. Companies selling products or services to the consumer market generally 
rely heavily on advertising to communicate with their target audiences, and so as the 
retailers and other local merchants. 
Advertising plays a significant part in developing an international presence 
for well known brands around the world. If we were to make a list of some of the 
internationally well known brands, household brands are such as Sony, Marlboro, 
McDonald's, Nike, Disney, Kodak, Coca-Cola are likely to come up (Hackley, 
2005). These are the companies that, as a matter of fact, have invested heavily and 
regularly in advertising to become the internationally renowned brand that they 
cunentlyare. It is quite impossible to conceive of these brands in the same way had 
they not relied on advertising communication. 
Table 1: Global Total Share Adspend by Medium 2006-2008 (%) 
Advertising Media 2006 2007 2008 
Television 37.5 37.3 38.0 
Newspapers 28.4 26.9 25.1 
Magazines 12.5 12.2 11.6 
Radio 8.2 8.0 7.7 
Internet 6.8 8.6 10.5 
Outdoor 6.2 6.5 6.7 
Cinema 0.5 0.5 0.5 
Source: ZenithOptimedia (2009). 
Table 1 shows that the internet has the advantages over traditional media in 
tenns of better level of measurability and a substantial increase in market share from 
the year 2006 to 2008. Outdoor is the only medium to have gain market share 
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consistently, albeit a much slower rate. In contrast, newspapers, magazmes, and 
radio are all losing their share to Internet, with newspapers having the most 
declination. However, television advertising is still the most favourable media. 
Since television has proven to be the best advertising media, using celebrities 
a global ambassadors is one of the most common advertising tools that are widely 
u ed. Many companies and marketers choose to use celebrities to help them in 
delivering their products and services' advertising message and convince 
impressionable consumers to support their brands. For example, Pepsi, Coke, and 
Nike have applied this technique in their advertising campaigns based on their belief 
that celebrities are effective spokespeople for their products or brands (Hsu and 
McDonald, 2002). 
1.2 Overview of Advertising in Malaysia 
In Malaysia, newspapers and terrestrial television advertising take up 56% 
and 33% of the major share of advertising expenditure respectively. These are 
followed by radio (4%), magazines (3%), outdoor (2%), point of sale advertising 
(I %) and cinema (l %). Newspapers advertising expenditure reached RM 3.1 billion, 
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From the statistics above, it is obvious that advertising is still the most 
widely-used strategy by companies in Malaysia in order to create awareness among 
consumers and to build brand loyalty. Malaysia ' s advertising expenditure trends of 
27 years from 1980 to 2006 are shown in Table 2. 
Table 2: Malaysia Advertising Expenditure Trends, 1980 to 2006 
Year Expenditure (RM Billion) Annual Change in % 
1980 0.23 
1981 0.27 17.39 
1982 0.29 7.41 
1983 0.35 20.69 
1984 0.40 14.29 
1985 0.42 5.00 
1986 0.38 -9.52 
1987 0.41 7.89 
1988 0.51 24.39 
1989 0.65 27.45 
1990 0.82 26.15 
1991 1.02 24.39 
1992 1.13 10.78 
1993 1.42 25.66 
1994 1.64 15.49 
1995 2.02 23.17 
1996 2.42 19.80 
1997 2.60 7.44 
1998 2.20 -15.38 
1999 2.50 13.64 
2000 3.10 24.00 
2001 3.20 3.23 
2002 3.45 7.81 
2003 3.75 8.70 
2004 4.42 17.87 
2005 4.56 3.17 
2006 4.75 4.17 
Source: SRM Adex Report, 1980-1996; NMR Adex Report, 1997-2007. 
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The advertising expenditure in Malaysia is rising every year, the advertising 
industry has shown a marvelous increase when the expenditure for advertising rose 
about 24 percent since 1988 after showing a flat trend during the world recession in 
1986 and 1987. The total advertising expenditure exceeded the billion Ringgit mark 
in year 1991, which is quite impressive for a small country like Malaysia. 
However, methods of advertising by firms have to be developed in order to 
become comparable with more established markets, so as to gain competitive 
advantages through effective ways of advertising. The growth and pressure of 
competition have accelerated Malaysia's advertising market which in turn boosted 
Malaysia's economy because higher expenditure on advertising generates greater 
sales and profit for the firm. Thus, once the firms increase their sales revenue, they 
would be able to pay more company taxes and boost up Malaysia's economy by 
increasing GDP of Malaysia. 
Overall, the advertising expenditure growth for the media sectors in Malaysia 
remains positive, except for a negative growth in 1986 because the world recession 
in 1986 and 1987 and a negative growth in 1998 due to the Asian financial crisis. 
Based on Table 2, Malaysia advertising expenditure faced an obvious fall of RM 0.4 
billion (15.4%) in terms of expenditure, it is due to the performance of Malaysian 
economy was severely affected and thus it caused some companies faced financial 
problems. Companies were slapped with crippling debts which in some cases led to 
bankruptcy and closure of the company. However, from year 1980 to year 2006, 
Malaysia advertising expenditure had improved for better, along with the economy. 
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The advertising industry in 1980 generated RM 0.23 billion and subsequently 
reached RM 4.75 billion in 2006. It was almost a 2000% increment in the year 2006 
compared to year 1980. 
1.3 Problem Statement 
The use of advertising is effective to boost firm performance. This is 
evidenced from the usage of advertising and the expenditure on advertising which 
has been increasing along the years. In Malaysia, most of the companies are 
spending money in advertising their company products or services' brand and expect 
that consumers or those who read the advertisement will react positively towards 
their products or services brand and hence increase its profitability and firm value. 
However, there is no certain measurement or evaluation of the effectiveness 
of advertising, whether it is able to boost the sales of the products, or just simply to 
build brand awareness. To put it in a simpler term, with the amount of resources 
poured in for advertising, does it actually boost up a firm performance is 
questionable. According to Gupta (2008), advertising is also part of the total cost of 
a firm, although it is different compare to production cost and selling cost. 
Nonetheless, advertising cost is taken as part of the selling and distribution expenses, 
which implies that it increases the cost of production of the firm in modem business. 
In addition, if advertising raises the production cost, why many firms are stm 
indulging in this practice. For example, Nike is the largest manufacturer of athletic 
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footwear and apparel in the world by sales, its revenue in (Fiscal Year) 2008 was 
totaled over US$18.6 billion. However, Nike's advertising cost equaled to 12.4% of 
its revenue in 2008 which is approximate to US$12.4biliion and its investment on 
advertising since year 2004 is increased by 11 % to 13% annually'. In reality, there 
are many firms using advertising as their promotion strategy. The main issue to be 
discussed is regarding the effectiveness of advertising towards the firm performance. 
According to the conventional wisdom, advertising increases the demand of the 
products and thus it helps the firms. 
There are some previous studies concentrated on measuring the sales and 
profit effects by advertising expenditure (Pauwels et aI., 2004; Ventoura­
Neokosmidi, 2005; Mantrala and Murali, 2006). Besides, there are some questions 
arise about whether advertising adds value to the firm. Thus, it is necessary to 
examine the effectiveness of advertising on a firm performance in terms of 
profitability and firm value in Malaysia for this study. 
I The di cussion is adapted by from Wikinest (2010) 
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1.4 Objectives of Study 
1.4.L General Objective 
This study investigates the causal relationship between advertising and finn 
perfonnance in Malaysia. Since advertising is applied in order to raise the awareness 
among customers, thus it could maintain customer loyalty and then boost up the finn 
perfonnance in tenns of profitability of a finn and its value. However, it is not 
certain whether advertising can increase finn perfonnance in Malaysia because the 
cost might be too high for the finn to sustain thus it might have adverse effects on 
finn perfonnance. 
1.4.2 Specific Objectives 
The specific objectives of this study are as follow: 
1. 	 To examine whether there is a positive relationship between advertising and 
finn profitability. 




1.5 Significance of the Study 
Theoretically, there were many studies perfonned to investigate the 
effectiveness of advertising. For example, previous study carried out by 
Bhattacharya and Lodish (1994), showed there is a positive relationship between 
advertising expenditure and consumers and fim1 perfonnance, therefore it indicates 
the advertising effectiveness have their impact on consumers and finn perfonnance. 
Thu , this study will benefit the owner, merchant or manager in finns in 
understanding the causal relationship between advertising and finn perfonnance. In 
other words, the companies and marketers will be able to detennine the factors of 
advertising which will reflect on the finn perfonnance. Hence, this study will offer 
perspectives for the finns in planning for more effective advertising strategies to 
promote their products or services. 
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1.6 Scope of the Study 
The scope of this study IS to identify the advertising effects on firm 
performance. This study covers 46 compames listed in the consumer product 
industry from Bursa Malaysia (KLSE), the Ordinary Least Squares (OLS) technique 
is applied to examine the relationship between advertising effects and firm 
performance. 
This introduction is arranged as the chapter one. Chapter two presents the 
literature review of advertising and firm performance. In chapter three, the research 
methodology with the conceptual framework and data collection will be discussed. 








This chapter consists of various literatures on the relationship of advertising 
and fIrm performance variables such as sales, profitability, and firm value. Recently, 
there is an increasing awareness of discussing the impact of marketing activities on 
the fInn performance. 
A huge of literatures has already been devoted to the advertisement theory 
and much work has been done in relation to the advertising effect on firm 
performance. Since this paper is also in the same line, it is necessary to look at the 
existing literature from this perspective. 
In this chapter, this study will review briefly some recent literature regarding 
the relationship between advertising and fIrm performance. 
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2.1 The Relationship between Advertising and Firm Performance 
Abdel-Khalik (1975) examined the effects of advertising on sales revenues 
by employing OLS regression with a sample of finns from the food, automobile, 
tobacco, oap and cleaners, drugs and cosmetics industries in United States from 
1955 to 1973. He found long-lived effects of advertising on sales in the food and the 
drugs and cosmetic industries and short-lived effects for the rest of the groups. 
According to his empirical analysis, he argues for different treatments of the 
promotional cost of finns in different industries. 
Baltagi and Levin (1986) carried out a study to investigate the relationship 
between advertisement expenditure and sales by using a dynamic demand for 
cigarettes which uses a pooled data of 46 states from year 1963 to 1980 and ran an 
empirical analysis using panel data analysis and Hausman-Taylor Estimators. They 
claimed that negative relationship between advertisement expenditure and sales and 
indicated insignificant income elasticity and significant low price elasticity. Their 
findings were consistent with Hamilton (1972), that there is a negative relationship 
between advertising expenditure and sales which was worked out in the US cigarette 
industry. 
Kwoka (1993) initiated a research on the advertising and sales for the United 
States automobile industry. In his study which uses a data set of 22 years from 1960 
to 1982 by using Hausman's test and OLS model to detennine the impact of 
advertising. Kwoka (1993) claimed that there is a positive relationship between the 
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advertisement and sales for the u.s. automobile industry. Kwoka (1993) also 
~ 
showed that advertising in the automobile industry increases a car's model sales, but 
it is just for short-lived. 
From the other aspect, Zhao (2000) conducted a study on the firm's optimal 
advertising and pricing strategies when introducing a new product utilized by 
equilibrium analysis to determine whether high quality firm or low quality firm 
engage in high advertising spending. His findings implied that using advertising to 
introduce a new product is not necessarily a good strategy as the signal it sends may 
be counter-productive. A firm with a truly high-quality product should let price 
serves as the signal and initially to conduct a modest advertising campaign. 
By conducting an econometric analysis, Frankenberger and Graham (2004) 
tested cross-sectional time series regression in order to determine the economy-wide 
and industry effects than average advertising spending has on earning and market 
value and compared those effects of increased and decreased advertising during 
recessionary periods. Their findings indicated that advertising creates a firm asset by 
contributing financial performance, and claimed that increasing spending on 
advertising during a recession leads to benefits that exceed the benefits of increasing 
advertising during non-recessionary periods. Frankenberger and Graham (2004) 
concluded that firms should support advertising budget wherever possible, as 




Joshi and Hanssens (2004) examined the long run relationship between 
advertising and capitalization by employing multivariate time-series methods to 
disentangle the long run effects and short run effects with a sample on 10 years 
(1991-2000) of monthly data for several PC manufacturers in United States. Their 
findings evidence explains that there is a positive relationship between advertising 
expenditure and the long run market value of finns . Thus, the empirical results 
shows that an investor response effect of advertising over and above its expected 
effects through revenue and sales increases which mean even if product market 
response to advertising is weak, but investors are still willing to pay a premium for 
aggressive advertisers. 
Pauwels et al. (2004) utilized multivariate time-series model to study the 
short tenn and long tenn impact of marketing actions on financial metrics, including 
to- line, bottom-line, and stock market perfonnance to the automobile industry in 
United States using the data period of 1996 to 2001. They claimed that both 
advertising expenditure and new product introductions positively affect sales 
revenue in the short tenn and the long tenn, but only the strategy of new product 
introduction bas significant and positive impact on shareholder's value. Marketing 
promotions not only have negative long tenn impact on a finn's market perfonnance 
but also more of offsets its short tenn benefit. 
In one of the literature work which empirically studies the effects of 
advertising expenditure in the United Kingdom, Shah and Stark (2004) investigated 
the value relevance of the advertising expenditure of UK finns as captured by 
15 

ACNielsen MEAL (Media Expenditure Analysis Limited) for the period of 1990 to 
1998 by employing cross-sectional valuation model. The results of the study showed 
a positive influence of advertising expenditure on the market value of firms. Shark 
and Stark (2004) also investigated the effects of firm size and sector by splitting their 
pooled sample into sub-samples of manufacturing and non-manufacturing firms and 
of small and large firms. They found advertising expenditure to be valuation relevant 
for large and non-manufacturing firms. 
In another study, Shah and Shark (2005) constructed major media advertising 
expenditure data of balanced panel of 35 United Kingdom firms (who are persistent 
major-media advertisers) from 1990 to 1998 by employing valuation models. Shah 
and Shark (2005) examined the valuation relevance of advertising expenditure. They 
investigated whether advertising expenditure help in forecasting future earning and 
are associated with market value; and they found that major media advertising 
expenditure valuation relevant and useful in predicting future value of earnings. 
Conchar, Crask and Zinkhan (2005) initiated a study on the effects of 
advertising expenditure on firm performance by its firm market value in United 
States from 1985 to 2004. They examined the relationship between advertising 
expenditure on fi nn market value by employing OLS regression as previous studies. 
Their results indicated that there is a positive relationship between advertising and 
firm market value which is marketing activities are generally expected to generate 
future cash flows and boost the shareholder wealth. 
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Further investigation is carried out by Ho, Keh and Ong (2005) to investigate 
the relationship between firm performance and the intensity of their investment in 
R&D and advertising over an extended period covering 40 years (1962-2001) and 
15039 firm-years by employing general method of moments (GMM) regression 
analysis. Their findings with a significant positive relationship are consistent with 
the resource-based literature and indicated that indeed R&D investment and 
advertising investment do create value for firms in the one-year and three-year 
horizons. Their results also suggest that the significantly positive R&D and 
advertising intensities tend to have lagged effect on holding returns, especially over 
the three-year period. 
Ventoura-Neokosmidi (2005) ran a non-serial cross-sectional analysis to 
verify whether the investment in advertising is important for the types of company in 
his studies, especially for companies of oligopolistic competition. The study was 
conducted using data in year 2000 for Greek. Ventoura-Neokosmidi (2005) claimed 
a positive relationship and statistically significant between advertisement and the 
gross profit. He indicated that advertisement is of persuasive character leading to a 
change in the firm's demand curve. Thus, advertising expenses are an entry barrier 
and a mean ofoligopolistic rivalry. 
Merino, Srinivasan and Srivastava (2006) initiated a study on the relationship 
between advertising and R&D expenditure on variability of cash flow and intangible 
firm value using the data from 1994 to 2001 in the United States. They employed a 
Conditional Heteroskedasticity Model and adapted the cross-sectional to the panel 
17 
data case to relate a finn's advertising and R&D expenditure to the variability of 
cash flow and intangible finn value. Their findings showed a significant and 
\ 
important role for a finn's advertising. They concluded that advertising impacts on 
the variability of cash flow and intangible value are different, which advertising 
expenditure by a finn increases the cash flow but decreases the variability of its 
intangible value. However, they found that advertising stabilizes both cash flow and 
intangible value in turbulent and competitive environments. 
Qureshi (2007) investigated the relationship between advertising expenditure 
and the market value of finns in the United Kingdom using data from 1998 to 2003 
employing an OLS model. Qureshi (2007) concluded in his study that advertising 
expenditure are significantly connected with the increases in market value, suggested 
that investment in advertising should be capitalized and then amortized rather than 
treated as expense items. These findings have significant implications in the UK and 
other countries where investments such as R&D and advertising for the future 
standard setting are generally expensed as incurred, leading to downward bias in the 
value of assets, current earning and shareholder equity. 
Anindita, Prashant and Anantha (2008) researched on the relationship by 
seeking to measure the impact of advertisement spending by finns on finn 
profitability and value as employed the Q-ratio using the data from the period of 
2000 to 2007 for India. They found that there is no significant relationship between 
advertising between ad intensity and finn value which interpreted by Tobin's Q 
accounting for leverage and finn size. They indicated that the finn may not have 
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